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Sutyeet: belter of Intent

Re: Interior tinishes replacementyte furbishment of Ross Manor located in Bargor, Maing
Dear Ms. Powell,

Thank »ou and your slaff for yvour time today the exchange was very helpful wed ax a
resulbt 1 ant sending this Letter OF Intent (L0O1) as required by Scetion 71,05 of the

Burzau of Elder and Adult Services Pnllw Manual; nted, (“‘H% FEFICATE Off Nl :
FOR \i'RbJ'\(_J E \CILITYI FVE] D[ CARE I’R{)jLCl\

As discussed in our meeting we will subril inlormation for Jack McMillan's review of those
elements of our plans that impuct the 24 bed residential care program and lor which the capital
expenditure s great than S35,000. Additionally. we seck a stmplified CON review of the
remaining elements as set forth below.

Briel Description:

Ruoss Manor was consiructed in 1991 by Nickerson & Oday at 2 total cost of 54,269,000 or
S44.937 per bed and is in need of improvenients to comply with licensing sepulations and w
insure is vighle operation in the fuure. We proposc to refurbish thisx sevenleen-year-old facility
via three distinet projects anuld replace ussets that have reached their usetul lives based upan ATTA
useful ife guidelines,

‘The first project relocates the ront canopy, replaces finishes in the dinning area and enlarges our
therapy area {(which results in the reciprocal reiocation and downsizing of ouwr current
administration space into our current therapy area). We would like 1o begin this project an
‘Scptcmbcr 15,2007 and complete as much as possible prior lo November 24, 2007 at a cost of
$599.233. The first project has limited impact on Médicafd rates as the therapy arce renovztions
are excluded fom reinburscment and adrministration areas are downsized. This profect impicty
the residential care umt and we will submit requested information to Jack relative to his review
of the excluded and shared costs that result from the romt entrance and administrative arcas.
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The second project will whe more time (o complete. as the work will be undertaken in resident
living arcis. We expeel the eflont w begin in 1ul] beginning in January 2008 and finish in June
2008, Replacement ot the following assets 1s intended: interior finishes, carpets, the centralized
rtrsing station which includes the adjacent day room all ol which are Tecated 10 commuon patient
living areas. The destgns of the new nursing station areas are sensitive 10 HIPPA requirements
and bedter control the low ot visitors, doctors and stafl

Coonly;
Total project cost, Project One per Nickerson & Oday: hA 233
Therapy area 5 229,125
Administration and Canopy 370108
S_599 733

Total project cost, Project Two por Nickerson & C'Day:  § 904047
Total for afl three distinel avcas: $LI0IZRO

Request for Simplified Review;

~otbwithstanding that our projects replace equipment as that ter 15 used o the AHA goidelines
tor heahh tacility assos, we respectfully request that those elements deemed fur review under
CORN regalations inoour submission be subject to the standards of a simplified review based upon
the facks presented below,

{a) Ross Maner now mects a demuonsirated need as establishad by applicable rules ol'the
Depatriruent and is evideneed by a census of more than 90% and the comtinuing
licensure each vear by the licensing division.

)] Ross Manor obtained a CON in 1990 to build the facility and our plans o replace and
returbish assets are designed 1o meet continuing Federal and State regulations.

(e} Our project results in minimal additional cxpensce (o the public and facility clients:
and continues to make the facility compliant with other applicable slate and local
laws and repulations, ard will not adversely affect the health and welfare of apy
person currently heing served by the health care facility, This is cvidenced by the
following facts;

4. ‘The sssers being replaced in our ptan have reached (heer full uselul Life and (hus
the planned expendidures continue those elements in the Mainecare rate that
supporied the predecessor assets, In this regard any incremental cost increases are
from general price changes over the seventeen vears sinec the original building
components and tixed cquipment was installed. Therapy relocation will nol have
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i)

{c)

arty impact on public costs as this spuce s non-reimbursable for State purpuses
and I"ederal RUG payments are prospective.

b Wewill work closely with our general coniracior and the livensing division to
make certain that all residents will be safe during e construction period and
further that all health services and repulatory requirements are met. For example,
resident meals will be served in their rooms during the divming room phase,
Overall and just as the dinning roon is an cxample, all arcas will be renovated in
a manner that is the teast disruptivie and for the shortest timee periods.

R

Our plancd capital expenditures have been {ully vetted through two rounds of valiee

engioeering with Nickerson & O'Day and will be incurred 1o comply with state

licensing standards, Fowas noted in the recent Fedoral and State survey that tacility
mterior finishes were in poor condition and that this “wurprized ™ the State’s surveyor
who has come to expect our facitities to be well nwintuined, Ross Manor management
shared our plans with the sunveyor and avorded citations based upon our asscrtion that
weowere saon o be fixing deficient areas,

Privare rates will nol increase as a conscquence of these projects and theretore ouwr
demonstration ol economic feasibility relivs on conttnuing customer sceeptance of
ur product, strong censue and guality servives to malntain prosent lunding levels,
Debt service coverage tation are generally accepted s powd indicators of financial
strength and viability. A debrt service coverage ratio of 1.2 times operating income s
comsidered by most financial institidions to be adequate 1o insure economic viahility,
Currently the facility debt service coverage rativ s 1.81 and after the project the ratio
will be Ll well within the bertchimark standard of 1.2 1o 1.

As we noted carlicr, there is strong need and demand for Russ Manor services. Our
projects will not diminish this demonstrated need.,

Our propasal is the most cost effective manmer in which to meet ongoing
cnvitonmental licensing requirements as follows: The cost per bed of the proposed
project is $16,520 ($1.503, 28091 BLDS) compared 10 the cost of a new facitity
which is 5 100,000 per bed and more. Afso. by awarding the three contraets
simultaneocusly, we achicve economies for construction management, sub-contractor
priving of materials and labor. As | noted in our meeting toduay, the ariginal proposal
from Nickerson & O Tray was over 32,000,000 and this has been reduced by scope
reductiony and value engincering cltors to $1,503,280.

Projuect construction is expeeted Lo be completed within lwelve months and will he managed 1o
minimize disraplion to patients and stall. Our company has a great deal of experience
refurbishing nuesing facilities while simultaneously providing services and we will select only
thuse contractors wha mect our requirements for patient awareness and safety.

We cxpeel o finance the project costs with a 15-year sccond mort gage at d rate not to execed
7.75% if the financing [s sceured within the next 60 days. The debt service coverage ratio afler



the project ts complered will b 1,60, Alse, the remaining primary mosigage of approxtmitely
52,600,000 will be tuily retired by 2010 hence, the lion®s share of delv. service related to the
ariginal {inciuding debt related to Engle Place) fnancing is applied 1o principal over the nexd few
years significantly reducing interest expense and nuitigating apainst future rake increases.

We look forward to your affirmative reply that oor projects are clipible {or simplificd review
e luding a review of cosis that will be altocated to the rescare enu that Iriggers review under
those regulations.

Sincercly
.

i}

ar—
Kenneth Bowden. 7RO
First Atkantic Healtheare

Ces Craip Cotfin, OO0
Wandy Pelkey, CFO
Ken | lews, President of Ross Care



